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Summary 


Over the past decade the export-oriented South 
Korean economy has clearly outpaced the less 
dynamic North Korean economy in raising labor 
productivity, absorbing modern technology, and 
building up international financial strength.’ 
While North Korea's ceal GNP was doubling 
between 1965 and 1976, real GNP in the South 
more than tripled. As a result, South Korea 
recently surpassed the North in per capita GNP, 
an advantage Pyongyang had held since partition 
in 1945. More importantly, the economic gap in 
South Korea’s favor will widen substantially over 
the next five years. 


industry: The South's Biggest Edge 


The differences in growth between the two 
countries are most striking in industry. Industrial 
production in South Korea has increased about 
twice as fast as in the North—averaging 23 
percent annually since 1965. The South has been 
particularly successful in the production of light, 
consumer-oriented goods such as clothing, foot- 
wear, and electronics. Progress in heavy industry 
has been centered on shipbuilding, steel, petro- 
chemicals, and fertilizer. 


Available North Korean indexes, which vrob- 
ably suffer from some upward bias, indicate a 14- 
percent growth rate in industrial production since 
1965. Growth has been erratic, however, with 


zero or negative rates in three of the past 12 


years. Heavy industry and mining continue to 
dominate the economy 


Unless otherwise specified, the analysis in this paper covers the 


period from 1965 through 1976 


Agriculture: Progress in Both Koreas 


Both North and South Korea have made sub- 
stautial progress in agriculture during the past 
few years, following neglect during the 1960s. 
Grain production may have grown at a more 
rapid rate in the North, while general living 
standards in rural areas have probably improved 
faster in the South. North Korean agriculture is 
quite highly mechanized, fertilizer application is 
probably among the highest in the world, and 
irrigation projects are extensive. Much of South 
Koreas recent success in boosting grain output 
stems from the development of high-yielding 
strains, heavy fertilizer use, increased irrigation, 
and government price support. 


Why the South Has Outperformed the North 


Many reasons may be cited for the South's 
overall edge in economic performance during the 
past decade. One factor has been the faster 
growth in labor productivity stemming in large 
part from the differences in education and train- 
ing. The North Korean educationa! system spends 
about as much time imparting political ideology 
as in teaching useful skills. In contrast, the eco- 
nomic planners and top businessmen in South 
Korea are well educated, many with advanced 
degrees from foreign universities. 


Pyongyang s heavy defense burden is a second 
reason why the South has puiled ahead in the 
development race. The North maintains a de- 
fense establishment roughly comparable in man- 
power and quantitatively superior in equipment 


to that of the South; vet the North has only one- 
half the population and less than one-half the 
GNP. During the past decade, North Korea has 
allocated an estimated 15 to 20 percent of its 
GNP annually to defense. The South, which has 
benefited from US security commitments, has 
allocated an average of less than 5 percent of its 
(GNP annually to defense during the past 10 years 
and is expected to sperd almost 7 percent in 
1978. About 12 percent of North Korea's males of 
military age (17 to 49) are in the regular armed 
service, a level exceeded only by Israel. An added 
drain on North Korean resources over the years 
has been a high-cost underground construction 
program designed to protect impertant industrial 
and military installations. Pyongyang’s defense 
industry currently produces all but the most 
sophisticated weapons. The South is heavily de- 
pendent on imports for most of its military 
equipment. 


\ higher return on industrial investment con- 


stitutes the third reason why the South has outdis- 


tanced the North in economic development. 
South Korea has marshaled large sums for pro- 
ductive investments in industry-——by sharply in- 
creasing its domestic savings rate and by heavy 
borrowing from abroad—and has used_ these 
funds productively. Its incremental capital-to- 
output ratio of 2.2 has been among the lowest in 
the world. North Korea, in contrast, has had a 
much Jower return on its capital investment. 
Although North Korea has generated high savings 
and investment rates—restraints on private con- 
sumption have enabled investment to equal 
roughly 30 percent of GNP—Pyongyang has not 
allocated these funds efficie ntly. 


North Korea's attempt during the early 1970s 
to upgrade its industrial base and increase its 
return on capital ended in failure. From 1970 to 
mid-1974,. Pyongyang shifted its longstanding 
economic policy and signed contracts with West- 
ern firms for a aumber of modern industrial 
plants and equipment. Pyongyang’s suspicious 
attitude toward foreign technological advice and 
its inability to sustain the inflow of equipment 
(because of financial difficulties) greatly reduced 
the productivity of these imports. 


South Korea’s rapid export expansion and its 
exposure to the discipline of international trade is 
another key factor for its growing economic lead 
over the North. Through a well-orchestrated ex- 
port drive, South Korea has boosted its foreign 
sales a remarkable 45 percent annuaily since 
1970. This has helped Seoul obtain the foreign 
exchange necessary to finance the rising levels of 
capital imports essential to industrial develop- 
ment. North Korea's export earnings, in contrast, 
creased 10 percent apnually since 1970, 
not nearly fast enough to finance its capital goods 
imports. 


hi: uve te 


‘Just as important, South Korean businessmen 
have had to respond nimbly to the demands of 
the constantly changing international markets; 
their achievements have constituted one of the 
biggest success stories of the 1970s. Although 
South Korea has in the past run substantial 
current account deficits to import large amounts 
of capital goods, its current account has been in 
near balance in 1976 and 1977. 


North Korea’s Debt Problem 


North Korea's large foreign debt and continu- 
ing defau t have cut its access to further imports 
of advanced Western machinery and equipment. 
By vearend 1976, Pyongyang’s hard currency 
debt had reached $1.4 billion, about six times 
annual hard currency exports of recent years. At 
least another $1 billion was owed to Communist 
creditors. Largely because of the debt problem. 
but also because of prolonged drought, North 
Korea's industrial growth slowed in 1976 and 
Pyongyang fell short of its Six-Year Plan (1971- 
76) industrial targets. These economic difficulties 
continued in 1977—which Kim Il-song had de- 
clared a “year of readjustment,” before the 
launching of the new seven-year plan which 
started in 1978. 


Although South Korea has accumulated a 
much larger foreign debt than North Korea—at 
vearend 1976 the debt stood at almost $10 
billion—Seoul is in a far stronger position to 
finance its debt payments. Its debt service ratio 
has declined from the 20-percent level of the 
early 1970s to a manageable 11 percent in 1976, 


among the lowest of the major non-OPEC LDCs 

South Korea's credit rating. in turn, has sharply 
} “~~ } ; 

improved and Seoul has easy access to interna- 


tional financial markets 


Qutlook: Widening Geo is Likely 

The same factors at work over the past decade 
continue to faver South Korea in future economic 
development. Moreover, the impact of Pyong- 
yang s foreign debt problem will fall most heavily 
on North Korea over the next five vears. Unless a 


major global recession or increased protectionism 
in the developed world shrinks export markets. 
real GNP in the South is likely to grow 9 to 10 
percent annually during the next five years. The 
maximum for the North is probably 6 percent 
Barring large-scale war on the peninsula, Seuth 
Korea should emerge in 1981 with an economy, 
about three times the size of the North Korean 
economy and with per capita GNP of about $875 
compared with $650 in the North (in 1975 US 
dollars; see figures | and 2) 
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Korea: The Economic Race Between the North 
and the South 


The Setting 


The division of the Korean Peninsula at the 
Sth parallel in 1945 created two distorted and 
unbalanced economic units. North Kerea in- 
herited the bulk of the peninsula's mineral and 
hydroelectric resources and most of the existing 
heavy industrial base (table 1). South Korea was 
left with a large pool ot unskillea labor and most 
of the peninsula's limited agricultural resources 
The North had a slightly larger land area but 
only one-half of the South's population. 


The economic competition between the two 
Koreas has been intense since partition, but more 
especially so since Pak Chong-hui assumed power 
in the South in 1961. South Korea, beset by 
political instability, entered the 1960s with one of 
the world’s lowest per capita incomes—below 
$100— imports 10 times the value of exports, and 
rampant inflation. Upon assuming power, the 
Pak government instituted sweeping reforms that 
remolded development along Japanese lines with 
heavy emphasis on jorergn trade. Labor-intensive 
hight industries received top. priority. 


Other major reforms included the introduction 
of = government-directed  five-vear plans, the 
strengthening of financial. institutions, and a 
massive currency devaluation. In 1965 relations 
with Japan were normalized, and by the mid- 
1960s, with political stability and substantial 


Table | 
Distribution of Resources at Partition, 
1945 
Percent 
Sector North Korea South Korea 
Heavy industry 65 ) 
Light industry 31 69 
Agriculture 37 63 
(Commerce is s2 


\— 


foreign capital inflows, South Korea had reached 
the “take-off point. 


North Korea, in contrast. entered the 1960s 
with an economy that was much more industrial- 
ized than the South. Its substantial heavy indus- 
trial base, originally established by Japan, had 
been largely rebuilt from the ravages of the 
Korean War with considerable aid from the 
Communist countries. Pyongyang continued to 
stress heavy and military-related industries while 
moving to redress weaknesses in agriculture. 
Virtually all productive capital in North Korea 
was and still is under state ownership and all 
major economic decisions are made by the State 
Pianning Commission and carried out by the 
various ministries. 


Aggregate Comparisons 


Although general trends can be perceived, 
detailed knowledge of the state of North Korea’s 
economy is difficult to obtain. Pyongyang rules 
over one of the most tightly closed countries in 
the world. It publishes only fragmentary eco- 
nomic data, and the small amount of information 
available is often ambiguous. The few statistics 
issued by North Korea appear to fave been 
carefully selected for propaganda purposes and 
thus are beiieved to present an exaggerated 
picture of economic performance. The data that 
are available, however, indicate that South Korea 
has outperformed the North during the past 
decade in the development. race. 


Estimated GNP Trends 


Paced by rapid export expansion, South Korea 
has emerged as the fastest growing economy in 
the non-OPEC Third World. Since 1965, South 
Koreas GNP has grown almost 11 percent 
annually in real terms while per capita GNP has 
increased 8.5) percent: per year. Pyongyang s 


clams indicate that the North Korean CCOLOTRYS 


has also chalked up impressive growth rates 


during the past decade. Otficial data suggest that 
real GNP in the North has grown at an annual 
rate of 74 perce at since 1965 and per capita 
GNP has increased approximately 4.2 percent per 
Veal 

\s table 2 illustrates. North Korea's estimated 
(NP more than doubled to about S10 billion in 
the period 1966-76 while GNP in the South more 
than tripled to almost $22 billion, Per capita GNP 
in the North recently slipped behind per capita 
GNP in the South At the same time. both 
economies have undergone majer structural 
changes. South Korea has advanced from = a 
largely agricultural economy to a semi-industrial 
economy. During the past decade the share of 
agriculture in GNP has deciined trom 40 percent 
to 20 percent while industry's share has increased 
from t6 percent to 36 percent. Trends in North 
Korea are believed to have followed A similar 
course 


Estimated Treads in Industrial Production 


South Korea's economic surge over North Ko- 
rea during the past decade shows up dramatically 
when comparing industrial growth rates (see 
figure 3). Through the etficient use of capital and 
sharp gains in labor productivit, , industrial pro- 
duction in South Korea has grown almost 25 
percent annually since 1965, nearl. double the 
rate of the North and perhaps the fastest in the 
world. With production geared in \arge part to 
the export market, clothing, footwear, and elec- 
tronics have been the leading growth industries. 


Table 2 


Gross National Product 


1965 1a70 1476 


GNP ioMillion 1975 US$ 


North Korea 180 6.040 TALL 

South Korea 4950 11 7h4 91613 

Per Capita GNP (1975 US § 

North Korea 5 425 S90) 

South Korea 245 ih HO 
} stimated 


More recently, efforts to deepen South Korea s 
industry have had growing success. Heavy indus- 
try currently is receiving top priority and_ is 
gradually increasing its share of total output 
South Korea has become an im ortan! shipbuild- 
ing nation and is making consid: rable progress in 
the steel, petrochemical, and fertilizer industries. 
A major effort to increase its machine-building 
industry is under way with construction of a huge 
100-plant complex that by 1981 will produce $2 
billion in industrial, electrical, and precision ma- 
chinery: specialty steels; and industrial com- 
ponents. Because of its heavy dependence on 
imported petroleum, an ambitious nuclear 
energy program has also been started. 


A reconstruction of official North Korean sta- 
tistics indicates that industrial production in the 
North grew 14 percent annually between 1965 
and 1976. North Korean industrial growth has 
been erratic, however, with zero or negative rates 
in three of the past 12 years. Heavy industry and 
mining continue to dominate the economy. North 
Korea produces more coal, iron ore, nonferrous 
metals, machine tools, and military hardware 
than does the South. It produces about the same 
amount of steel but a little less electric power. 
Other significant industries in the North include 
cement, fertilizer, and textiles; production in all 
these industries, however, is well below that in 
the South. Heavy use of its coal and hydroelectric 
resources have minimized the need to develop 
petroleum-related industries. 


Agricultural and Rural Development 


Both Koreas have made considerable progress 
in agriculture in recent years. Rural development 
has beer especially rapid in South Korea since 
1970 and overall living conditions on the farm are 
probably better in the South than in the North. 
Grain production, however, has probably grown 
more rapidly in North Korea. 


\fter lagging in the 1960s South Korea has 
made great strides in modernizing the rural areas 
of the economy. The Saemaul (New Community} 
movement, introduced in 1971, has fostered rural 
development through cooperative village  self- 
help projects funded in part by the government. 


INDUSTRIAL GROWTH 


FIGURE 3 


— North Korea 
South Korea _ 
-_ 


= 


The program has led to widespread improve- 
ments in farm reads and housing and a signifi- 
cant expansion in rural electrification. Rural in- 
dustrial plants set up under the program. to 
employ surplus labor have contributed to higher 
rural incomes. Government grain price supports 
and fertilizer subsidies have been even more 
important in raising farmers incomes. Rural in- 
comes. which were only 60 percent of urban 
household incomes in 1967, have reached parity 
through these efforts 


(Grain production in South Korea has increase< 
at an average annual rate of only 2.1 percent 
since 1965, slightly above the 2-percent growth in 
population, but all the growth has occurred since 
1973—almost 7 percent a year. The introduction 
of high-yielding rice strains, greater use of chemi- 
cal fertilizers, price supports, and more wide- 
spread irrigation have been largely responsible 
for the recent gain.. South Korea is nonetheless 
still only about 75 percent self-sufficient in grain 
production and imports most of the rernaining 25 
percent from the United States. 


Like the South North Korea has put increased 
emphasis on agricultural development during the 
1970s. Pyongyang 's self-reliance policy has put a 
premium on rural investment. Agriculture is 


quite heavily mechanized, fertilizer application is 
among the highest in the world, and irrigation 
projects are extensive. Rural electrification in the 
North is probably slightly atiead of the South, but 
the South is rapidly closing the gap 


Based on North Korean data, grain production 
has had an average annual increase of 3.4 percent 
annually since 1965. Such performance is well 
above the 3 percent average growth in population 
and makes North Korea nearly self-sufficient in 
grain supplies. Growth has been uneven. how- 
ever, production declined sharply in the early 
1970s and was followed by dramatic increases in 
recent years. 


On a per capita basis, the amount of g-ain 
available for consumption has been about eo ual 
in both Koreas and has gradually increased over 
the years (see figure 4 and table 3). One impor- 
tant difference, however, is that the average 
South Korean consumer enjoys almost twice as 
much rice as his northern counterpart. Unlike 
other Asian countries, North Korea grows more 
corn than rice; corn accounts for about 55 percent 
of the total harvest and rice about 40 percent. 
Rice is the preferred grain in the North and is 
strictly rationed. This may account for the persis- 
tent reports of food shortages in North Korea. 


Table 3 
Grain Supply ' 


Million Metric Tons 


North Korea 


South Korea 


Production * 


1965 3,150 3,300 
1966 2.650 3,060 
1967 3,100 3.415 
1965 3.400 3,575 
1969 NA NA 

1970 3,500 3,720 
1971 NA NA 

1972 2.750 2.900 
1973 3.750 4,065 
1974 4.900 5.665 
1975 5.400 5.330 
1976 5,600 5.895 


Total Supply 


Production Total Supply ° 
6.527 7,161 
7,038 7563 
6.337 7,437 
6,305 7.805 
7,181 9.570 
6.943 9.058 
6.792 9.680 
6.743 9.953 
6.759 10,008 
6.921 9.653 
7.672 11.119 
5.206 11,052 


‘Grains for South Korea include milled rice 


wheat. barley, corn, sovbeans, and tubers 


expressed in grain equivalent’ North Korean crude grain claims have been reduced by 30 


percent to include milled rice, corn, wheat, soybeans, and tubers expressed in grain equivalent 


’ Estimated 


Production plus net imports 


“> Net imports 
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Stockbuilding of grain may also be a factor im 
limiting the avaidabilits of food for current con- 
sumption. The North probably drew down re- 
serves during the early 1970s when tt sulfered a 
senes ol disastrous harvests ain Whay row bye 


rebuilding them 


Why the South Has Outperformed the North 


There are many reasons why GNP and indus- 
trial production have grown faster in South Korea 
than in North Korea over the past decade. The 
North is a tighth) closed society with a planned 
economy with many elements of the bureaucratic 
Soviet model of the 1940s and 1950s. Its educa- 
tional system spends about as much time impart- 
ing the ideology, of Kin: tl-song as instilling more 
practical knowledge As a result. the technical 
competence of North Koreas labor force and 
bureaucracy in general is believed to be far below 
that in the South In contrast, the economic 
planners and top businessmen in South Korea are 
well educated, many with advanced degrees 
from foreign universities. Moreover, South Korea 
has extensive training facilities for upgrading the 
technical skills of a diligent labor force. Firms 
with more than 200 employees, for example, are 
required to provide training for 15 percent. of 
their emplovees. In addition to the differing skill 
levels. other important factors underlie the 
South's seperior economic performance 


© The South has spent proportionately much 
less on defense than the North 


¢ The South, by importing more efficient 
technology. has had a much higher return 
on industrial investment 


e The South has developed a dynamic ex- 
port-oriented economy which has gener- 
ated the foreign exchange necessary to 
finance rising levels of capital imports 


Defense: A Heavy Commitment 


Pyongyang s ovecriding commitment of re- 
sources to military expansion at the expense of 
the civilian economy is a key reason why South 
Korea has moved ahead of North Korea Wi eco 
North Korea maintains a 


rhaorrnic development 


military force roughly comparable in manpower 
to that of South Korea, vet has only one-half the 
population and less than one-half the GNP. Of- 
ficial data indicate that South Korea last: vear 
spent 65 percent of GNP on defense, up from 
only 4 percent annually during the 1960s and 
early 1970s. Seoul is, however, planning to double 
its outlay on defense during the period 1977-S1 in 
the face of the North Korean military buildup. 
with consequently greater impact on the civilian 
economy in the South Although comparable 
North Korean data are unavailable, Pyongyang 
during the past decade has probably allocated 
annually between 15 and 20 percent of GNP to 
defense 


In addition to the tremendous resource drain 
into military endeavors, there has been a signifi- 
cant manpower drain on the North Korean econ- 
omy in maintaining a large defense establish- 
ment. About 12> percent’ of North Korea's 
working-age males are in the regular armed 
services, compared to only 6 percent in the South. 
The North Korean Army participates in harvest- 
ing crops and in constructing many civilian proj- 
ects. Nonetheless, the large military manpower 
requirements partly explain the chronic labor 
shortages in North Korea. 


Large investments in the military machine- 
building industry, which could have productively 
gone into the civilian sector, have given North 
Korea the capability to produce a wide variety of 
military equipment. Current military production 
capacity is sufficient to equip the armed forces 
with all but the most sophisticated equipment. 
South Korea, in comparison, has a fledgling de- 
fense industry and is heavily dependent on im- 
ports for its military hardware. 


Another heavy resource drain on North Korea 
has been its long-term program to build under- 
ground facilities to house important: industrial 
and tilitary facilities. This effort is part of Kim 
Il-songs widely publicized program “to convert 
the whole country into a military fortress.” North 
Koreas underground program has undoubtedly 
diverted considerable manpower and capital 
equipment from other more productive sectors of 
the economy. At the very least, underground 


construction is three to lour times more expensive 
than similar aboveground construction and much 
more time consuming 

Capital Efficiency 

Both countries have maintained high invest- 
ment rates: South Korea, however, has had a 
higher return on its industrial investment. South 
Korea has increased investment expenditures 16 
percent annually in real terms over the past 15 
vears by sharply increasing domestic savings and 
heavily borrowing from abroad) Government 
policy has encouraged domestic savings through 
high interest rates: the domestic savings rate has 
iacreased from less than 5 percent of GNP in the 
early 1960s to 21 percent in 1976. Seoul has also 
borrowed heavily from abroad to finance devel- 
opment. Although the foreign savings rate had 
fallen to 2 percent of GNP in 1976. toreign 
savings have financed about 40 percent of gross 
investment since the early 1960s. The savings 
rate. both domestic and foreign, has averaged 27 
percent of GNP in recent years, up from only 13 
percent in 1961 and 22 percent in 1966. 


Large investments have been made in develop- 
ing the economic infrastructure—particularly the 
transportation and electric power sectors. These 
investments have greatly facilitated the growth of 
manufacturing industries, especially light export- 
oriented industries, which have also received 
considerable investment. Rapidly increasing ex- 
ports have enabled South Korea to import large 
amounts of modern machinery and to maintain a 
high return on capital. Indeed, South Korea’s 
incremental capital-output ratio of about 2.2 has 
been among the lowest in the world 


North Korea, in contrast, has had a much lower 
return on its capital investment. Although North 
Korea has generated high savings and investment 
rates—by holding down private consumption, 
domestic savings rates have probably been be- 
tween 25 to 35 percent of GNP—Pyongyang has 
not allocated these funds efficiently. A consider- 
able portion of North Korean investment has 
gone into military construction and defense in- 

The incremental capital-output ratio is a key measure of capital 


efficencsy, showing how much capital investment is needed to 
generate an additional unit of output 


dustries, which does not lead to self-sustaining 
growth. Equally important is the North Korean 
use of foreign trade. Pyongyang prides itself on 
the extent of the country s self-sufficiency —trom 
machine tools to agriculture to weapons—espe- 
cially in comparison to the South. For a country 
as small as North Korea, such a policy can 
become expensive as the gains from specialization 
and trade are not fully realized) As a_ result, 
Pyongyang's return on capital has been much 
lower than South Korea‘s. 


North Korea has recognized these problems to 
some extent. In the early 1970s, Pvaryzyang, in 
order to alleviate the problems caused by the 
growing obsolescence of parts of its industry and 
to compete more effectively with the South, 
contracted with the West for considerable 
amounts of modern machinery and equipment. 
As a result of this policy, North Korea imported 
$2.5 billion (from all sources) worth of equipment 
from 1965 to 1976 (see table 4). Pyongyang’s 
suspicious attitude toward foreign technological 
advice and its inability to meet the payments, 
however, have greatly reduced the productivity 
of these imports South Korea, in contrast, im- 
ported nearly $11 billion in capital “equip- 
ment during the same period, along with the 
skills to operate and manage it. This has helped to 
provide a much higher returs on industrial in- 
vestment than in North Korea and accounts 4or 
much of the overall industrial edge which the 
South has developed. 


Table 4 


Trends in Machinery Imports 
Million US $ 


South Korea North Korea 

Total $10,973 $1,980 ' 

1965-69 1.682 296 

1970 590 128 

1971 6S5 141 

1972 762 176 P 

1973 1,157 Is4 

1974 1849 4i1 

1975 1909 434 

1976 2.339 210 


' An ad?itional $500 million was probably imported 
from China and Eastern Europe 


Foreign Trade: Sharp Contrast 


South Korea's rapid export expansion has been 
a critical element behind Seoul's growing eco- 
nomic lead over Pyongyang (see figure 3). Seoul s 
strong competitive advantage in labor-intensive 
industries. its close links with lapan and the 
United States, and its large investment program 
have enabled South Korea to boost foreign sales a 
remarkable 45 percent aunually since 1970 
These export gains, in turn, have helped Seou! 
obtain the foreign exchange necessary to finance 
the rising levels of capital import essential for 
industrial development 


North Korea's export earnings, in contrast, have 
only increased 10 percent annually since 1970. 
not nearly fast enough to finance its capital goods 
imports. As a result, Pyongyang began to default 
on debt repayments in late 1974 and large-scale 
defaults have continued to the present 


Consisting primarily of manufactured goods, 
South Korea's exports reached $7.7 billion in 
1976, 14 times larger than North Korea's $555 
million. Seoul’s export expansion \as especially 
impressive between 1974 and 1976; at a time 
when the growth in world trade in manufactured 
goods was small, South Korea almost doubled its 
export volume. Seoul has been particularly suc- 
cessful at diversifying its commodities and shift- 
ing into new markets in response to changing 
economic conditions. Since the 1973 oil price 
hikes, for example, South Korea has almost 
tripled its sales annually in the lucrative Middle 
East market. 


Because of these trends, Seoul is in a far 
stronger foreign financial position than Pyong- 
yang. Despite a large foreign debt, South Korea 
has reduced its debt service ratio to a manageable 
1] percent, among the lowest of the major non- 
OPEC LDCs, and has easy access to international 
financial markets. This represents a striking im- 
movement from 1974-75 when South Korea ran a 
current account deficit at or near $2 billion and 
was forced to tap every available source of 
foreign exchange. In stark contrast. North Korea 
has a hard currency debt service ratio that will 
approach 100 percent next year unless the debt 
payments are again rescheduled. Pyongyang s 
foreign debt and continuing default has left it 
with a poor credit rating, thus cutting the North's 


access to further imports of advanced Western 
machiners and equipment. By yearend 1976. 
Pyongyang s hard currency debt with Western 
creditors had reached $1.4 billion, about 6 times 
annual hard currency exports. At least another $1 
billion was owed to Communist creditors 


Largely because of the debt problem, but also 
because of prolonged drought. North Korea’s 
economy stumbled badly in 1976. Cutbacks in 
imported machinery and equipment, a shortage 
of hydroelectric power, and resource allocation 
probler.s slowed industrial growth. Pyongyang 
fell short of many of its Six-Year Plan (1971-76) 
industrial targets. Electric power production, for 
example, only reached 22 billion kWh (kilowatt 
hours), 6 billion kWh below the minimum target. 
Kim Il-song declared 1977 a “year of veadjust- 
ment before launching a seven-year plan to start 
in 1978. These problems, however. are not neces- 
sarily serious enough to affect the North’s on- 
going military production programs over the next 
five years, since the major investment is already 
in place. 


Cutlook: Widening Economic Gap 
South Korea should continue to greatly outpace 
North Korea in economic growth over the next 
live years. Unless a major global recession or 
increased protectionism in the developed world 
shrink export markets, real GNP in the South is 
likely to grow 9 to 10 percent per year. The 
maximum for the North is probably about 6 
percent. Barring large-scale war on the peninsula, 
South Korea should emerge during the early 
1980s with an economy nearly three times as 
large as in the North and with per capita GNP a 

third greater, as shown in table 5. 

Table 5 
Gross National Product 


1976 


19S] ° 


GNP (Million 1975 US $) 


13.000 
34.000 


10,000 
21.615 


North Korea’ 
South Korea 


Per Capita GNP (1975 US $) 


60 
S75 


590 
605 


North Korea’ 
South Korea’ 


Pronected 
Estimated 


r aa — _— "y Nor th 
a - - ——— i 
ee —_— . , — _ Korea 


1970 71 72 73 74 75 76 77 PRELIMINARY 


Most of the factors which have been at work 
over the past decade are expected to continue to 
favor the South. South Korea's advantage in a 
smaller military share of GNP will probably be 
diminished by its sharply increased military ex- 
penditures. While the South's financial reserves 
would permit some increased purchases abroad of 
modern weapons to meet its continuing defense 
needs, significantly expanded military produc- 
tion, even at low levels of technology, will come 
at the expense of the civilian economy. At the 
same time, Pyongyang s trade problems will con- 
tinue to have adverse effects on the North's 
economy. North Korea has been cut off from 
additional Western credit and no major import 
contracts have been signed in over three years. 
We expect capital imports, which amounted to $2 
billion between 1970 and 1976, to fall to around 
$1 billion during the next five years. 


Pyongyang has announced a new seven-year 
plan (197S8-S4) that projects slower growth than 
in the past. Nevertheless, the plan appears unreal- 
istic in several key areas. Electric power, steel, 
and cement goals will probably not be met due to 
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the inability to import the required machinery, 
and industry may reach little more than one-half 
the projected 12-percent annual rate of growth. 


South Korea in 1977 met most of its major goals 
for the first year of its Fourth Five-Year Plan 
(1977-81). In pursuing this stage of growth the 
country is focusing on development of heavy and 
technology-intensive industries such as machine 
building, electronics, shipbuilding, steel, motor 
vehicles, and petrochemicals. To help develop 
these industries, approximately $22 billion worth 
of modern plant and equipment—nearly triple 
the amount bought in the past five years—are 
expected to be imported. To come up with the 
necessary funds, an estimated $2.5 billion in 
foreign capital inflows must be induced each 
year. New commitments totaled some $3.4 billion 
in 1976, and another $1.4 billion were negotiated 
in the first half of 1977. Lender confidence in 
South Korea appears to be at an all-time high and 
interest rates on Seoul's borrowings are coming 
down. South Korea thus appears to be in good 
position to reach or even exceed its ambitious 
1981 goals. 


APPENDIX 


Table A-] 


Industrial Production 
Index: 1970=100 


North Korea | South Korea 


1971 100 115 
1972 134 132 
1973 160 176 
1974 188 225 
i975 225 268 
1976 247 357 


' The index of North Korean industrial production was 
compiled from claims of “gross value,” which may 
overstate growth compared to the South Korean official 


Electric power 
Coa! 
Crude Steel 


Fertilizer 


Cement 

Textiles (excluding yarn) 
Refined petroleum products 
Fish catch 

Machine tools 

Trucks 

Zine 

Lead 


Television sets 


index 
Table A-2 
Production of Selected Products 
1970 
Units North Korea South Korea 

Billion kWh i65 92 
Million metric tons 27.5 12.4 
Million metric tons 22 05 
Million metric tons (nutrient 

content) 03 06 
Million metric tons 40 58 
Million square meters 418 329 
Million metric tons 0 90 
Million imetric tons 07 09 
Thousand units 100 7.5 
Thousand units 40 55 
Thousand metric tons 8S 3 
Thousand metric tons 61 3 
Million units Negl 0.1 


North Korea ' 


South Korea 


23.1 
16.4 


2.7 


0.8 
119 


' Preliminary estimates 


Table A-3 


Primary Energy Consumption ' 


1970 
1976 


Oil 
Coal 
Hydroelectric 


North Korea 


South Korea 


Million Metric Tons of Coal Equivalent 


30.1 
43.4 


305 
54.1 


Share of Total, 1976 (Percent) 


5 


15 


63 
35 


2 


' Excluding firewood 


Table A-4 


North Korea: Foreign Trade ' 


Million US $ 


Total ' 
Non-Communist countries 
Developed countries ' 
Of which 
Western Europe 
Of which 
West Germany 
France 
Austria 
Sweden 
Japan 
Canada 
Australia 


Less developed countries ' 


Of which 
Indonesia 
Singapore 
Hong Kong 

Commumist countries * 
Ot which 
LSSK 
Other 


1976 


Exports imports Balance 


135 
120 


Total Exports Imports Balance Total 


1,835 
790 
605 


1,075 


510 
47 


275 


87 
26 


305 


1,380 


70 
420 


216 


87 
34 
17 
28 
168 
12 
25 
150 


Exports Imports Balance 


555 825 — 270 


240 330 — 90 
135 285 — 150 
67 149 — 85 
39 48 -9 
12 22 -10 
1 16 -15 
27 — 26 

67 101 —34 
2 10 —8 
6 25 -3 
105 45 60 
3 0 ) 
ll 4 2 
14 3 1] 
315 495 — 180 
160 245 —85 
155 250 —95 


bxports are fo b and imports are « if 


’ Totals rounded to the nearst $5 million Because of rounding. components may not add to the totals shown 
£ 


Table A-5 


North Korea: Commodity Composition of Trade ' 


Million US $ 


Imports, c.i.f* 
Foodstuffs 
Of which: 
Grain 
Crude Materials and Edible Oils 
Of which 
Textile fibers 
Metal ores and minerals 
Edible oil 
Fuels 
Of which 
Coal and coke 
Petroleum 
Chemicais 
Manufactures 
Of which 
Textile yarn and fabrics 
Iron and steel 
Nonferrous metals 
Industrial machinery 
Transport equipment 
Other 
Exports, f.o.b. * 
Foodstuffs 
Of which 
Fish 
Grain 
Fruits and vegetables 
Tobacco 
Crude materials 
Of which 
Metal ores 
Nonmetalic minerals 
Textile fibers 
Chemicals 
Manufactures 
Of which 
Mag nesite 
Cement 
Iron and steel 


Nonferrous metals 

Clothing 

Machinery and equipment 
Other 


1970 


1975 


770 


eh 


1976 


575 
65 


' Excluding China and tastern Europe 


* Because of rounding, components may not add to the totals shown 


Table A-6 


South Korea: Foreign Trade ' 


Million US $ 


1970 1975 1976 


Total Faports Imports Balance Total Exports Imports Balance Total Exports Imports Balance 


World Total 2.819 $35 1984 —1,.48 12.355 5.08! 7.274 —2,193 16489 7.715 8.774 —1,059 
Developed countrie 2.381 729 1.652 -923 9318 1.033 5285 —-1,252 12.278 6066 6212 — 146 

Of which 
United States YS0 395 85 —-190 3417 1536 18S] —-345 4456 2.493 1.965 530 
Western Europe 294 76 218 —142 1,523 923 600 323-2141 ST 794 553 

Of which — 

West Germany 44 27 67 — 40 Ww5 312 193 119 636 395 235 160 
Austria Neg! Neg! Neg! Neg! 1} 1 l ) 55 20 35 -15 
France 4 2 32 — 0 177 10 137 — 97 252 49 163 —74 
Sweden © 1] 5 3 5 69 36 13 43 106 90 16 74 
United Kingdom 4 13 3 — 20 285 162 123 39 425 254 171 83 
Finland Neg Neg! Negl Neg! 4 4 Neg! 4 5 6 2 4 
* Netherlands 37 14 23 -9 149 129 20 109 228 19% 30 168 
“~ Belgium 14 2 12 —10 70 40 w 10 132 105 27 78 
Japan 1.043 234 SO —-575 3,727 1.293 2.434 1141 4901 1802 3,099 —1,297 
(canada 3 20 23 -3 47 197 150 47 430 314 116 198 
Australia 17 3 14 - il 265 63 205 — 142 315 99 216 —117 
Less developed countries +38 106 332 —226 3017 1,034 1.983 —-949 4201 1643 2558 -915 

Ot which 
Indonesia 23 3 20 -17 19S 51 147 — 96 288 49 239 — 190 
Singapore 25 1] 14 —3 72 5s 14 44 97 78 19 59 
Pakistan | Nex! ! — | i4 4 Neg! 14 26 26 Negl 26 
Argentina Neg! Neg! Neg! Neg! 5 5 Neg 5 4 l 3 =- 2 
Hong Kong 4s 2s 20 5 202 182 20 162 362 325 37 285 
Saudi Arabia ss Negl ss — 38 696 9] 605 -—514 950 235 715 — 480 
Kuwait 83 2 31 - 29 5ST 34 553 -3519 S85 193 692 — 499 
Taiwan 4! 7 344 — 27 225 63 162 - 99 164 84 80 4 
Iran 44 5 9 — 34 144 126 1s 108 321 149 172 -23 
Malaysia 59 l 5S — 57 135 12 123 —Iill 205 1s 187 — 169 
Communist countries Neg! Neg! Negi Neg! 20 14 h 8 10 6 4 2 


Exports are fob. and imports are cif on a customs clearance basis 


Table A-7 


South Korea: Commodity Composition of Trade ' 
Million US $ 


1970 1975 1976 
Imports, c.i.f. 1.954 7.274 8.774 
Foodstuffs 321 960 655 
Of which 
Grain 245 SY 458 
Crude materials and edible oils 420 1171 1,627 
Of which 
Textile fibers 120 335 415 
Metal ores and scrap 70 172 223 
Wood and lumber 125 269 419 
Fuels 136 1 387 1,747 
Of which 
Coal and coke 3 48 90 
Petroleum 133 1,339 1,657 
Chem als i64 790 S66 
Manufactures 943 2.963 3,866 
Of which 
Textile yarn and fabrics 128 254 319 
iron and steel 90 345 433 
Electrical machinery 133 512 790 
Industrial machinery 306 550 1,016 
Transport equipment 151 547 533 
Other 0 3 10 
Exports, f.0.b. 835 5,081 7,715 
Foodstuffs 80 670 586 
Of which 
Fish 41 359 317 
Grain l 4 6 
Fruits and vegetables 19 52 78 
Tobacco 13 66 77 
Crude materials, fuels, 
and edibh vils 109 256 342 
Uf which 
Petroleum products 5 95 132 
Textile fibers 43 43 38 
Chemicals 1] 75 119 
Manufactures 635 4,069 6,645 
Of which 
Cement 4 69 110 
Electronics 44 442 SOG 
Iron and steel 13 231 369 
Travel goods and handbags 2 79 143 
Transport equipment ) 184 342 
Ply wood 92 206 337 
Clothing 214 1,148 1.845 
Textile yarn and fabrics 85 649 54 
FUotwear 17 19] 399 
Other ih) 11 23 


‘On a customs clearance basis 


South Korea: Balance of Payments 


Table A-8 


Trade balance 
Exports, fob 
Imports, fob 
Net services 
Receipts 
Pay ments 
Net transfers 
Current account balance 
Net long-term capital 
Net short-term capital 
Change in reserves 
Other financial items 
External debt, yearend 


Debt service ratio 


(medium and long-term) 


1973 1974 1975 1976 1977 | 
Million USS 
— 566 — | 937 — 1671 — 590 —510 
3,271 4515 5,008 7.815 1O.118 
3,837 6,452 6.674 $405 10.628 
67 — 309 — 442 —72 350 
$49 SOS SS! 1,643 2.950 
782 1.147 1,323 L715 2.600 
190 222 226 349 192 
—-JA —2 024 — 1 887 —313 32 
584 1.i78 1,493 1 405 1.385 
65 S60) SST 328 —59 
340 i4 493 1419 1.36! 
3556 4.693 6.047 7,370 S S11 
Percent 
13.8 12.4 12.5 1h] 104 


' Preliminary 


lb 
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